Abstract: In contrast to the empirical literature's focus on foreign direct investment (FDI), this study examines the effects of foreign portfolio investment (FPI) and "other" foreign investment (OFI) on economic growth using data on 88 countries from 1977 through 2000. Most measures suggest that FPI has no effect, and some results indicate that OFI has a negative impact on growth that is somewhat mitigated by initial financial and/or legal development. However, these results are questionable due to possible simultaneity bias. The empirical analyses also examine whether non-FDI foreign investment affects growth indirectly. FPI does not correlate positively with macroeconomic volatility, but the results indicate that the negative indirect effect of OFI through macroeconomic volatility comprises a substantial portion of the gross negative effect of OFI on growth.
Introduction
Whether lower-income countries should have open capital accounts is a highly controversial question. Proponents of unrestricted cross-border investment flows cite positive externalities and productive technology transfers from higher-to lower-income countries (Fisher, 1999; Obstfeld, 1994) , while detractors cite frequent financial crises, "boom-and-bust" cycles, and the volatility of foreign investment (FINV) in open economies (Bhagwati, 1998; Boyd and Smith, 1992) . A growing empirical literature on the real effects of FINV addresses this theoretical debate. Some recent studies report positive effects of capital flows, namely foreign direct investment (FDI) and equity foreign portfolio investment (EFPI), on macroeconomic indicators (Borzenstein et al. 1998; Harvey, 1998, 2000) . However, other studies suggest that the findings regarding these flows are highly sensitive to specification assumptions and/or methodological problems, particularly simultaneity bias (Edison et al., 2002 , Durham, 2003 .
This study attempts to advance the existing literature in two ways. First, previous studies primarily focus only on those manifestations of FINV that purportedly have positive effects on economic growth -FDI and EFPI. Therefore, this study examines in detail the effect of capital flows that supposedly deter growth, namely total foreign portfolio investment (FPI), bond foreign portfolio investment (BFPI), and other foreign investment (OFI), which includes crossborder bank lending. Recent literature examines the notion that the real effects of FINV on growth depend fundamentally on key initial conditions in recipient countries (Borzenstein et al., 1998; Alfaro et al., 2001; Edison et al., 2002; Durham, 2003) . This paper similarly examines the impact of capital flows vis-à-vis the "absorptive capacity" of host countries and therefore approximates the conditions under which FINV promotes or deters growth. In the particular context of FPI, BFPI, and OFI, potential mitigating factors include financial development and legal infrastructure.
Most evidence in this paper suggests that (lagged) FPI does not have a statistically significant effect on economic growth and that absorptive capacity, notably measured across several dimensions, does not affect the impact of FINV (or total investment). More specifically, a few results indicate that OECD data on FPI has a negative impact on expansion, but these findings are somewhat sensitive to specification assumptions and simultaneity bias. In addition, BFPI does not have a negative impact on growth. Also, some evidence does suggest that OFI deters growth, but the results are sensitive to inclusion of an outlying case and, again, simultaneity bias. At least in the case of OFI, initial absorptive capacity conditions seem to play a role -some results suggest that OFI retards (advances) expansion but only for those countries with comparatively less (more) developed financial markets and less (more) favorable corruption ratings.
The second objective of this paper is to examine if FINV affects the real economy indirectly. The existing literature does not attempt to disentangle gross, direct, and indirect effects, and there are perhaps myriad possible channels. The following empirical analyses focus on the role of macroeconomic volatility and therefore address the detractors' emphasis on boomand-bust cycles. The data indicate that most forms of FINV have no direct effect on the standard deviation of economic growth, all things being equal. The results for OFI suggest that its negative effect through volatility comprises a substantial part of its negative gross effect on economic growth, but the statistical significance of this finding is sensitive to the inclusion of an outlying case.
The organization of the paper is as follows. Section 2 briefly summarizes previous evidence on FINV, including FDI and EFPI, and outlines shortcomings in the empirical literature, with particular respect to the neglect of alternative forms of FPI, BFPI and OFI.
Section 3 describes the research design and the specification of the growth regressions. Section 4 presents the empirical results, discusses additional results from instrumental variable (IV) regressions, and further outlines the growth effects of absorptive capacity via total investment. Section 5 explores possible indirect effects of FINV through macroeconomic volatility, and Section 6 concludes.
Existing Empirical Literature on Foreign Investment and the Real Economy
Similar to the theoretical debate, the empirical literature on foreign investment and growth is largely inconclusive. However, there is perhaps a very general tacit prior that some forms of cross-border capital flows are more beneficial or deleterious than others. For example, proponents of open capital accounts argue that FDI is preferable to FPI or OFI. Among its purported virtues, FDI disseminates advanced technological and managerial practices through the host country and thereby exhibits greater positive externalities compared with other forms of FINV. In addition, the data suggest that FDI flows tend to be more stable compared to FPI or FBL (Lipsey, 1999) .
1 FDI, while still somewhat fungible, is more costly to reverse and less sensitive to global shocks than FPI or OFI -phenomena that detractors of open capital accounts emphasize. Some literature also distinguishes between different forms of FPI, as Rogoff (1999) , for example, express a general preference for equity as opposed to debt finance across borders.
To be sure, there is wide disagreement about the overall real effects of open capital accounts, but there also seems to be a subtle consensus that FDI and EFPI are more helpful (according to proponents) or are less harmful (according to detractors) than FPI or OFI.
The empirical literature mostly focuses on the effect of FDI. Most studies do not find a direct unqualified relation between FDI flows and real variables, but a growing literature suggests that whether FDI enhances growth is contingent on additional factors within the host country. These initial conditions that capture the absorptive capacity of host countries include the initial level of development (Blomström et al., 1992) , existing human capital development (Borensztein et al., 1998) , trade policy (Balaubramanyam et al., 1996) , financial development (Durham, 2003; Alfaro et al., 2001) , legal-based variables (Durham, 2003; Edison et al., 2002) , and general government policy (Edison et al., 2002) . 2 The practical implication of this research is that FDI is not enough -host countries must also exhibit sufficient absorptive capacity to harness FDI toward economic expansion. The message is notably more pessimistic for poorer countries, which are less likely to extol the necessary initial conditions.
Fewer studies examine the effect of equity foreign portfolio investment (EFPI). For example, Harvey (1998, 2000) suggest that private equity flows have a positive direct effect on macroeconomic performance in emerging markets. 3 Also, Durham (2003) Hence, the first objective of this paper is to assess the real effects of various measures of FPI, BFPI, and OFI.
Research Design
The first set of empirical analyses of the effect of non-FDI and non-equity forms of FINV on growth include simple OLS cross-sectional regressions, 5 which follow
(1)
where GROWTH is average annual real per capita economic growth over period T, T denotes 1982-2000; t denotes 1977-1981 ; FINV refers to various data sources for FPI, BFPI, or OFI; FID refers to some proxy for the level of financial and/or legal development; and X is a set of control variables. This paper considers five possible values of FINV, including FPI using OECD data, FPI using IFS data, the stock of FPI following Lane and Milesi-Ferretti (2001) , BFPI using TIC data, and OFI using IFS data. The flow forms of FINV represent the average over t, 6 and the stock forms of FINV refer to the final year of t. The analyses cover six proxies for FID, valued
at the last year of t. These included two financial development absorptive capacity variables in the literature -stock market capitalization to GDP and bank credit to GDP. In addition, four legal-based measures include a business regulation index, a property rights index, a corruption index, and Institutional Investor's measure of country credit risk.
The set of control variables, X, is similar to the "base regressors" from Levine and Renelt (1992) . These include the logarithm of the initial level of real per capita income (valued at the first year of T), the average total investment ratio to GDP over T, the logarithm of the average years of secondary schooling in the population over the age of 25 (measured in the first year of T), and the average population growth rate over T. Given the inclusion of the investment ratio in X, the regressions test whether FDI affects growth beyond its contribution to total investment. (In addition, the analyses consider alternative components of X that include regional dummy variables and exclude the investment ratio.) 7 This study covers as many cases as possible, given available data on all variables to estimate (1). Data for all six absorptive capacity variables are available for only a very limited number of cases. Therefore, the regressions include all cases for which data are available for each specific measure of FINV and FID. The complete cross-sectional analysis covers data on 88 low-and high-income countries for at least one absorptive capacity regression.
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Some commentary on the particular form of (1) is instructive. If b 1 is negative and b 2 is positive, the appropriate threshold would be the value of FID that makes the sum of the second and third terms positive. The precise break-even point is therefore
Of course, if b 1 and b 2 are both positive (negative), then FINV has an unambiguously positive (negative) real effect. With respect to threshold estimates, explicit assessment of the effect of initial financial and legal development levels produces some comparative leverage with respect to the very poorest countries. In the case of a b 1 < 0 and a b 2 > 0, the obvious inference for countries with nascent financial markets and lax corporate governance structures would be that unfettered flows are deleterious. With respect to policy, such a result would suggest sequencing from legal reform and/or domestic capital market development to (eventual) liberalization (Durham, 2003) .
Econometric Results
Tables 1-5 include the results for the five forms of FINV, which are evaluated vis-à-vis the six absorptive capacity measures. The analyses also include reference to estimates that address simultaneity bias as well as to additional evidence of the effect of absorptive capacity on the total investment ratio. Considering the lowest (Botswana) and highest (Argentina) ratios of FPI to GDP in the regression sample, the coefficient implies about a 2.6 percentage point difference in average annual growth rates (among non-OECD countries). The regression also includes the interaction between FPI and stock market development, which is statistically insignificant and therefore indicates no threshold over which FPI is beneficial for expansion.
Foreign Portfolio Investment: OECD Data
None of the remaining models produce significant estimates for FPI, as bank development (Model 2), the business regulation index (Model 3), the property rights index (Model 4), the corruption index (Model 5), 10 and country credit ratings (Model 6) do not have statistically significant effects via their interaction with FPI. Lane and Milesi-Ferretti (2001) Both the OECD and the IFS data FPI measure capital flows. In contrast, Table 3 examines the effect of the stock of FPI inflows (Lane and Milesi-Ferretti, 2001 ) -a nation's gross stock of foreign liabilities as a share of GDP.
Foreign Portfolio Investment: IFS Data
The results clearly suggest that the stock of FPI (in 1981) does not affect economic growth (during the 1982-2000 period), as none of the six regressions that alternatively include each initial conditions proxy produce a statistically significant coefficient for FINV or FINV×FID. The estimates are similarly insignificant given inclusion of regional dummy variables in X, and only the corresponding regression for Model 3 that does not include the investment ratio produces a statistically significant threshold effect vis-à-vis property rights.
Bond Foreign Portfolio Investment: TIC Data
The analysis in this section uses the United States Department of Treasury's 'International Capital Form S', (TIC) which is published on a monthly basis in the Quarterly Bulletin. 13 These data indicate fixed income and equity inflows and outflows between United
States investors and over 60 countries. Similar to the IFS data, these series also include developed countries, but the data only cover investment flows to and from the United States.
The results in Table 4 refer to the average flows of BFPI over the 1977-1981 period, and notably none of the estimates of BFPI or BFPI×FID are statistically significant. 14 The corresponding regressions that include regional dummy variables also produce insignificant estimates. Also, the corresponding regression for Model 3 that excludes the investment ratio suggests a significant interaction between BFPI and the business regulation index, at least with 10 percent confidence, but not other estimate is robust. 
OFI: IFS Data
Again, OFI refers to financial flows, primarily bank lending, which are classified as neither FDI nor FPI. These data are from the IFS, and the regression samples include higherincome countries. Presumably, these flows are among the least favorable manifestations, given no equity stake or direct investment in plant, property, and equipment.
Some results suggest that OFI is somewhat deleterious for growth. For example, as
Model 5 in Table 5 indicates, the coefficient for OFI is negative, albeit with 10 percent confidence, and the parameter estimate suggests that average per capita growth rates decline about 0.069 percentage points for a one percentage point increase in the size of OFI relative to GDP. The economic significance of the estimate is considerable -in terms of the lowest (New Zealand) and highest (Panama) proportions of OFI in the regression sample, the coefficient implies about a 9.8 percentage-point discrepancy in average growth rates among the extreme values. The interaction term with the Institutional Investor country credit rating in Model 5 is positive as expected but statistically insignificant, which suggests that the effect is unambiguously negative. But, these results are somewhat sensitive to the inclusion of an outlying case in the regression sample.
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Some results also suggest that OFI only inhibits growth for countries below a certain threshold of financial and/or institutional absorptive capacity. For example, Model 1 indicates that OFI promotes growth, but only for countries with developed stock markets. The parameter estimates produce a comparatively high threshold of stock market development equal to approximately 17 percent of GDP, which only 9 of the 50 cases (18 percent) in the sample pass. 17 (The regression sample does not include the outlying case of Panama.) Also, the regression (Model 5) that includes the corruption index suggests that OFI is deleterious for growth but only for countries with more prevalent corruption. 18 The threshold is approximately equal to a 3.67 value on the corruption scale, which 44 of the 57 cases (77 percent) pass. 
Potential Simultaneity Bias
A potential estimation problem with these results is that economic growth, FINV, and , 1998) is that even lagged flows reflect expectations of economic growth for the contemporaneous sample period (Durham, 2003; Edison et al., 2002) .
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That said, of course, the estimates of the impact of lagged FINV in Tables 1-5 still might exhibit some simultaneity bias.
Therefore, another design follows IV estimation and entails a four-equation 2SLS system with growth, lagged flows, the absorptive capacity variable, and the interaction term as the endogenous variables. 21 The 2SLS regressions use the following instruments, which are similar to those in Durham (2003) and Edison et al. (2002) . With respect to FINV, the IV regressions use legal origin -a dummy variable for British legal heritage, with French, German, and Scandinavian origins as the collective omitted condition (La Porta et al., 1997 , 1998 . The instruments for financial and/or legal absorptive capacity follow the growing literature on the determinants of financial system development and growth (Beck et al., 2001) . To consider initial political conditions following Rajan and Zingales (2000) , the instrument is the index of democracy at the time of independence (following the Polity IV dataset), and to capture the "endowments view" (Acemoglu et al., 2000) , the IV regressions employ absolute latitude as a proxy given the limited data availability of mortality rates.
Notably, these simple 2SLS regressions produce no significant estimates for FINV or FINV×FID for any of the alternative measures of foreign investment. Therefore, Tables 1-5 produce few statistically significant results, and those that are robust are possibly subject to simultaneity bias. 
Absorptive Capacity and Total Investment
With the exception of the interactions between OFI and stock market development and OFI and the corruption index, none of the results in Tables 1-5 suggest that the benevolent impact of FINV is (positively) contingent on the absorptive capacity of the host country. Neither financial variables nor legal-based measures seem to mitigate the effect of FPI or BFPI on growth, and therefore these results do not provide encouraging policy implications.
While recent empirical literature explores the effect of initial conditions on foreign investment, these studies do not examine the effect of absorptive capacity on the total investment ratio. Simply, the argument that more developed financial markets and legal systems potentially mitigate cross-border investment flows seems equally applicable to overall investment, but previous studies curiously only apply this logic to the small fraction of investment from abroad.
For example, Borzenstein et al. (1998) argue that higher-educated populations more efficiently allocate FDI, but, even though FDI might comprise advanced technologies, similar logic posits an interaction between education and total investment. In addition, the same rationale seems applicable to legal-based measures -the literature suggests that FINV more likely promotes growth given sufficient legal infrastructure, but surely this logic is also germane to domestic capital, as local entrepreneurs are conceivably less likely to invest with, say, insecure property rights.
Therefore, the following regressions examine the six proxies for FID in Tables 1-5, as well as the education rate, 23 vis-à-vis total investment, and the general specification follows (3)
where INV is the total investment ratio. Note that (3) permits a threshold effect, but the hypothesis is that g 1 and g 2 are both positive, as overall investment is expected to have an unambiguously positive effect on growth that is pronounced with favorable initial conditions. Table 6 presents the results for (3) with alternative proxies for FID, including stock market capitalization (Model 1), bank credit to GDP (Model 2), the business regulation index (Model 3), the property rights index (Model 4), the corruption index (Model 5), the Institutional Investor country credit rating (Model 6), and initial schooling (Model 7).
None of the regressions support the hypothesis that the positive effect of investment on growth is mitigated by FID variables. In fact, two equations produce very perverse results and suggest that investment has a negative effect on growth for more favorable index values for property rights (Model 4) and corruption (Model 5). However, the precise parameter estimates are out of sample -no country in either regression sample exhibits the negative threshold value for property rights or corruption. The coefficients imply that investment promotes growth but decreasingly so for countries with more secure property rights and less corruption. At the same time, given the positive and statistically significant values for g 3 , countries with more favorable property rights and corruption ratings on average have faster growth rates.
In general, estimates of (3) do not support the view that FID variables mitigate the effect of total investment on growth. While proxies are ultimately crude, these ambiguous results are curious and somewhat discouraging, given that financial and legal development is largely superlative and unproblematic. At this juncture, the data seem to suggest that absorptive capacity measures largely do not contribute to our understanding of the effect of total investment, much less FINV, on growth.
Possible Indirect Effects: Macroeconomic Volatility
The previous section and indeed the existing literature exclusively examine whether there is a direct effect of foreign investment on growth. But, cross-border investment might affect growth indirectly through other channels. In particular, again, some economists (Bhagwati, 1998) argue that capital flows precipitate financial crises and "boom-and-bust cycles" that in turn presumably deter economic expansion, as in (4) owth EconomicGr ity micVolatil Macroecono FINV ÞÞ .
Some empirical literature, including Ramey and Ramey (1995) and Aizenman and Marion (1996) , supports the second half of this simple transmission mechanism and suggests that the mean of economic growth correlates negatively with its variance. The problem seems particularly germane to lower income countries, and Caprio and Honohan (1999) note that non-OECD countries in Sub-Saharan Africa, the Middle East, and North Africa exhibited more than twice the volatility of GDP growth compared to higher-income countries from 1970 to 1997.
This section briefly explores the relations between FINV, macroeconomic volatility, and growth with respect to the following set of regression equations, as in (5a)
where s GROWTH is the standard deviation of annual growth rates during T (1982) (1983) (1984) (1985) (1986) (1987) (1988) (1989) (1990) (1991) (1992) (1993) (1994) (1995) (1996) (1997) (1998) (1999) (2000) , and Z includes the control variables -the initial level of per capita GDP (1981) (as a proxy for the general diversification of the economy), the mean and variance of inflation during T (as a proxy for supply-side shocks), average exchange rate volatility, trade openness, and the interaction between exchange rate volatility and trade openness during T (Denizer et al. 2002) .
If FINV in fact influences growth through macroeconomic volatility, then estimates of a 2 are biased -a 2 measures the gross (indirect and direct) effect of FINV on growth. 24 Assuming FINV affects growth exclusively through its impact on volatility, then (5b) should produce statistically insignificant coefficients for FINV (b 2 ). Also, if FINV works through boom-andbust cycles, then (5b) should produce statistically significant and positive estimates for d 2 . In general, (5a, 5b, and 5c) enable direct comparisons between the direct effect of FINV, b 2 , and its indirect effect, d 2 ×b 3 , under the key assumption that (5b) is the true specification of growth.
Turning to the results in Table 7 , Model (1a) indicates that FPI using the OECD has a statistically significant and negative (gross) effect on economic growth, as the coefficient implies that a one percentage-point increase in the ratio of FPI to GDP corresponds with a 0.227 percentage point decline in average growth rates. Considering the lowest (Trinidad and Tobago) and highest levels (Panama) of FPI in the regression sample during the 1977-1981 period, the coefficient implies about a 2.14 percentage point differential in growth rates between these extremes. According to Model (1b), the direct effect of FINV on growth is smaller, as b 2 is equal to -0.178, which implies the gross affect also comprises some indirect effect through macroeconomic volatility. However, while the coefficient for volatility (b 3 ) in Model 1b is statistically significant, the estimate of the effect of FINV on s GROWTH from Model 1c is not robust -FPI does not appear to exacerbate the severity of the business cycle.
The results for the remaining proxies for FPI, the IFS and stock data, indicate that the estimates of a 2 (Models 2a and 3a), b 2 (Models 2b and 3b), and d 2 (Models 2c and 3c) are statistically insignificant from zero, although s GROWTH seems to have a negative impact on growth. In other words, the gross, direct, and indirect effect of FDI on growth is insignificant using the IFS and stock data, and FINV does not affect s GROWTH . Similarly, Models 4a-4c in Table 7 (continued) suggest that BFPI does not have a direct or an indirect effect on growth or a direct effect on macroeconomic volatility.
However, the gross negative effect of OFI on growth can be decomposed into statistically significant and negative direct and indirect effects. According to Model 5a, the gross effect is negative and statistically significant, as a 1 suggests that average growth declines about 0.007 percent for a one percentage-point in increase in OFI to GDP. Considering the cases in the regression sample with the lowest (New Zealand) and the highest (Panama) values of OFI, the coefficient implies a one percentage-point annual discrepancy in average annual growth rates.
The direct effect controlling for s GROWTH is smaller, as b 2 is equal to -0.004. The indirect effect, d 2 ×b 3 , given that s GROWTH is statistically significant in Model 5b, and that OFI is statistically significant and positive in Model 5c, is approximately equal to -0.0038. Therefore, the direct negative effect of OFI and its indirect effect through macroeconomic volatility are roughly equivalent.
25
While this paper focuses on FPI and OFI, possible indirect effects given other forms of flows, particularly FDI and EFPI, are noteworthy. 26 In short, the results for FDI are somewhat contradictory. The OECD data suggest that FDI has a statistically significant gross negative direct effect on growth, is primarily composed of a direct effect, although the indirect effect through s GROWTH is also statistically significant, however smaller in magnitude. But, the IFS data, which include higher-income countries, indicate that FDI has a positive gross and direct effect on growth, 27 with an insignificant indirect effect, while the stock data on FDI produce no significant estimates for a 2 , b 2 , or d 2 . Finally, data on EFPI also produce no significant estimates.
Conclusions
There is little consensus in the empirical literature on the real effects of foreign investment, although some studies emphasize the effect of initial conditions or "absorptive capacity" of host countries on their ability to harness foreign capital toward productive enterprises. The growing list of potentially important factors includes human capital, trade openness, financial development, and various legal variables. Previous studies primarily focus on FDI, and indeed the conventional wisdom suggests that direct investment in plant, property and equipment, or to a less degree, equity investment is preferable to fixed income flows or foreign bank loans. Again, however ambiguous the effect of FDI on growth, the literature does not satisfactorily examine the effect of FPI, BFPI, and OFI on growth -forms of capital flows that are presumably more deleterious to growth.
Most results in this paper suggest that FPI, BFPI, and OFI have no statistically significant effect on growth -among the 60 estimates of the effects of foreign investment (FINV) and its interaction with absorptive capacity (FINV×FID), only six are statistically significant. Some results using the OECD data on FPI indicate a negative impact that notably is not contingent on the absorptive capacity of host countries, and additional data suggest that OFI is more likely to enhance expansion the larger equity markets and the more favorable corruption ratings in the host county. However, the exogenous components of FINV and FINV×FID in these regressions are statistically insignificant given IV estimation.
Future empirical work might proceed in two directions. First, additional research on absorptive capacity variables would be instructive. Existing proxies are somewhat crude, and the results in Section 4 as well as in other recent studies (Edison et al., 2002; Durham, 2003) , largely indicate that most of these proxies are insignificant. Moreover, the results in Section 4.7 indicate that the expanding set of possible initial conditions also does not advance our understanding of the effect of total (much less foreign) investment on growth. However, as Edison et al. (2002) note, higher-income countries tend to have comparatively open capital accounts, developed financial markets, and secure legal systems. Whatever the econometric results, this fact suggests that these variables are somehow related.
Second, similar to other variables in the wider empirical literature on economic growth, future research on the indirect effects of cross-border financial flows on growth would be useful. 30 percent) . Notably, the corresponding regression that excludes this outlying case produces a larger negative coefficient, but the estimate is statistically insignificant. 17 The regression sample for Model 1 does not include Panama, and therefore this particular result is not sensitive to the inclusion of an outlying case (which might, in fact, by particularly interesting). Countries in the regression sample that do not pass the threshold include Argentina, Austria, Bangladesh, Belgium, Bolivia, Botswana, Brazil, Cameroon, Central African Republic, Colombia, Costa Rica, Dominican Republic, Ecuador, France, Germany, Ghana, Guatemala, Guyana, Haiti, India, Italy, Kenya, Korea, Lesotho, Malawi, Mali, Mauritius, Nicaragua, Niger, Pakistan, Paraguay, Philippines, Portugal, Rwanda, Senegal, Spain, Sri Lanka, Sweden, Thailand, Tunisia, and Turkey. Australia, Canada, Greece, Japan, Malaysia, Netherlands, Switzerland, the United Kingdom, and the United States do pass the threshold for stock market development. 18 The alternative compositions of X produce somewhat different results. For example, the regressions that include regional dummy variables in X only corroborate the statistically significant threshold relation with stock market development (with 10 percent confidence). The regression that exclude the investment ratio only corroborate the findings for Model 1, but the interaction term with the business regulation threshold relation is statistically significant. 19 Bangladesh, Bolivia, Guatemala, Guyana, Haiti, Honduras, Jamaica, Pakistan, Panama, Paraguay, Philippines, Sierra Leone, and Togo do not pass the corruption threshold. Argentina, Australia, Austria, Belgium, Brazil, Canada, Chile, Colombia, Costa Rica, Dominican Republic, Ecuador, El Salvador, Finland, France, Germany, Ghana, Greece, Iceland, India, Ireland, Israel, Italy, Japan, Kenya, Korea, Malaysia, Malta, Netherlands, New Zealand, Niger, Norway, Peru, Portugal, Senegal, Spain, Sri Lanka, Sweden, Switzerland, Syria, Thailand, Trinidad and Tobago, the United Kingdom, the United States, and Zimbabwe do pass the threshold. 20 Perhaps FDI is more problematic in this regard. Direct investment in plant, property, and equipment might not inform growth rates until later periods. 21 Complete 2SLS regressions are available on request. 22 But then again, the extent to which the instruments fully identify the endogenous variables limits the 2SLS results. 23 Section 5 does not consider the education rate as a potentially intervening factor with respect to FPI. Rather, following the literature, human capital seems more relevant to FDI. 24 Alternatively, a 2 = b 2 + d 2 b 3 + m where m is an error term. 25 The corresponding set of regressions that exclude the outlying case of Panama produce insignificant estimates of a 2 , b 2 , and d 2 , although a 2 and b 2 are larger. 26 Complete results using OECD, IFS, TIC, and stock data for FDI and EFPI are available on request. 27 This is generally consistent with Durham (2003) . He finds that OECD (IFS) data produce a marginally significant negative (positive) effect using somewhat different samples and averaging periods. 
